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Question 1 


Piper comes to you for help in completing her tax return for the 2015-16 income year. In 
addition to providing details of her employment income and deductions, she advises you of 
the following: 


e On 1 August 2015, Piper sold her house at 12 Litchfield Lane, Polycom, Victoria for 
$1.2 million. She acquired the property as her main residence in 1999 for $600,000. 
Stamp duty, real estate agent fees, and conveyancing fees came to $18,500; 


e On 15 November 2015, Piper sold 1,000 shares in Orange Limited, for $5.85 per 
share. She had acquired the shares in 1984 for $2.00 per share. The brokerage fee 
was $199; 


° Piper sold her iPhone 6 on 27 February 2016 for $300. She purchased it last year for 
$700; and 


° Piper owned a number of artworks which she had loaned out to a local gallery for 
display. On 3 May 2016, Piper received a phone call advising her that there had 
been a severe storm and one of her paintings had suffered irreparable water 
damage. Piper had acquired the painting in 2004 for $25,000. Piper received $5,000 
compensation from the company that insured the gallery. 


Piper is inexperienced in tax so she would appreciate if you would explain to her the concept 
of capital gains tax and whether there are any capital gains tax consequences for the above 
transactions. 


With reference to legal authority, advise Piper on the taxation law issues. 
Question 2 


Alex is the sole director and shareholder of Black Mylk Pty Ltd, a company which imports 
and sells fashion and accessories. Alex advises you that the business started 1 July 2014. In 
the 2015-16 income year, Black Mylk made a profit of $53,000. She is really happy about 
this given that the company made a tax loss of $4,500 in the previous financial year. Alex 
seeks advice about whether Black Mylk can claim a deduction for: 


e Receipts totaling $30,000 for the supply of trading stock to Black Mylk; 


e A receipt dated 13 August 2015 for $800 for MACK make-up used by Alex. Alex tells 
you that she needs to look her best when she is meeting with potential suppliers; 


e A receipt dated 13 August 2015 for $15,000 paid to WebXperts Pty Ltd, for setting 
up Black Mylk’s online store; and 


e A receipt dated 12 December 2015 for $690 paid to Food Truckers Ltd on 12 
December 2015 for catering the Company’s Christmas party. The party was for the 
benefit of the Company’s most loyal customers. 


Alex also tells you that she paid her accountant $95 in October 2015 for the preparation of 
Black Mylk’s 2014-15 income tax return, but she lost the receipt. Further, she tells you that 
she was contemplating setting up a Black Mylk fashion blog. The plan was to charge 
subscribers a weekly fee for expert fashion tips direct from the runway. She has a receipt for 
$195, dated 30 May 2016, paid to a business consultant to review the business plan. By the 
time she comes to see you, Alex has decided not to proceed with the blog. 


With reference to legal authority, advise Alex on the deductions that Black Mylk can 
claim. Alex does Not require advice on Goods and Services Tax. 
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Question 3 


Bennett is a retired tennis player that currently coaches a few talented players at his local 
club. He is thinking of expanding the number of students he coaches, as well as developing 
tailored diet and training plans for some of his students. 


With reference to legal authority, advise Bennett on: 
(a) What factors can help him decide whether he is conducting a business; 


(b) Any relevant advice about the taxation issues pertinent to a commencing 
business; and 


(c) Any difference to taxation if he ran his coaching as a sole trader, ina 
partnership with another coach, or through a company. 


Question 4 


Stella runs a local florist called Ruby Roses as a sole trader. She is registered for Goods 
Services Tax (GST). In the 2015-16 financial year her sales from flower arrangements 
amounted to $187,000. She also runs a small café within the florist shop. She sells tea and 
coffee and a selection of sandwiches and pastries. She made $6,600 from coffee sales and 
$22,000 from food sales. Stella gives you a breakdown of her expenses as follows: 


e Flowers from Acorn Nursery $99,000; 

° Wrapping supplies from Stationery-worx $13,200; 
e Water supplies for the flowers of $11,000; 

° Tea bags, coffee, milk from Woles $3,300; and 


e Pastries and sandwiches from Bakers Dozen $8,250 


Around Valentine’s Day there is always a shortage of roses, which are Ruby Roses 
specialty. To meet demand, Stella imported 2,000 red roses from Belgium at $1.65 each. 


Stella is uncertain as to why she pays GST on her purchases as she had heard that GST is 
‘a tax on the consumer.’ She wants to know how the GST system operates in Australia. 
Furthermore, she requires advice on her final GST liability for the 2015-16 income year 
based on the information she has given you. All amounts are GST inclusive where relevant. 


With reference to legal authority, advise Stella on the Goods and Services Tax issues. 
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Question 5 


Larry and his wife Polly are the directors and the major shareholders of a local music label, 
Bars and Chains Pty Ltd. Larry owns 3 Class A shares (voting rights attached) and Polly 
owns 1 class A share (voting right attached). Larry and Polly’s son Finn owns 1 Class B 
share (no voting rights). Finn lives permanently in the USA. There are no other 
shareholders. 


On 25 December 2015, Bars and Chains paid Polly $10,000 as a ‘Christmas bonus.’ On 15 
April 2016, Bars and Chains paid a dividend of $8,000 per A class share, fully franked. This 
caused the franking account of Bars and Chains to go into deficit by $3,200 as at 30 June 
2016. Bars and Chains also paid a dividend of $5,000 unfranked per B class share. Larry 
advises you that he also earnt $85,000 in salary as the manager of a local music school. 
Polly received no other income. 


Larry and Polly seek your advice on the taxation issues. 


With reference to legal authority advise: 


(a) The tax consequences for Larry, Polly, and Finn in receiving a dividend from 
the company; 


(b) The tax consequences to Polly of receiving the Christmas bonus; and 


(c) The tax consequences for Bars and Chains Pty Ltd in paying the fully franked 
and unfranked dividends. 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so may result in 
the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 


